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EXTENSION OF THE DEFENSE PRODUCTION ACT 


THURSDAY, MAY 26, 1960 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE No. 1, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., Hon. 
Brent Spence (chairman of the subcommittee) presiding. 

Present: Representatives Spence (presiding), Brown, Miulter, 
Widnall, and Dwyer. 

Mr. Spence. We have met to consider H.R. 12052, to extend the 
Defense Production Act for 2 years from June 30 this year. 

(The bill H.R. 12052 referred to is as follows:) 


[H.R. 12052, 86th Cong., 2d sess.] 


A BILL To extend the Defense Production Act of 1950, as amended, for an additional two years 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first sentence of subsection (a) of section 
717 of the Defense Production Act of 1950, as amended (50 U.S.C., app. 2166), is 
amended by striking out “June 30, 1960” and inserting in lieu thereof ‘June 30, 
1962”. 

Mr. Brown. Mr. Chairman, I want to state that the House meets 
at 11 o’clock. 

Mr. Spence. Yes, the House meets at 11 0’clock and I hope we can 
get through before that time. 

Mr. Price. 


STATEMENT OF LEO A. HOEGH, DIRECTOR, OFFICE OF CIVIL 
AND DEFENSE MOBILIZATION, AS PRESENTED BY J. ROY 
PRICE, ASSISTANT DIRECTOR; ACCOMPANIED BY CHARLES 
KENDALL, GENERAL COUNSEL 


Mr. Pricer. Mr. Chairman, I am J. Roy Price, Assistant Director 
of OCDM, and I am here for Governor Hoegh who was called to the 
White House this morning. I am glad to be before this committee to 
testify on H.R. 12052, a bill to extend the Defense Production Act. 

As you know, the act has provided much of the basic authority 
required to bring about needed expansion of productive capacity, 
to provide controls over the use of scarce materials, and to initiate 
other measures necessary to enhance our military strength. We 
believe that the various authorities in the act will continue to be 
necessary to the maintenance of a strong and flexible defense program 
and are recommending that the act be extended for 2 years. 

The declaration of policy of the Defense Production Act recognizes 
that current military and atomic energy programs must proceed 
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without interruption and that we must have a broad and diversified 
mobilization base which can adjust to new requirements resulting 
from changes in technology and in strategy. I would like to discuss 
briefly the part played by the authorities now existing in titles I, 
III, and VII of the Defense Production Act both in the conduct of 
current defense activities and in the improvement of our state of 
readiness for an emergency production program should that become 
necessary. 

The priorities and allocations authorities of title I of the act are 
important to the procurement programs of the Department of Defense 
and the Atomic Energy Commission. Production contracts which are 
let by those agencies carry with them the requirement that the 
manufacturers give such preference to their performance as is neces- 
sary to meet delivery schedules. 

This requirement for preference extends also to the delivery of 
components and supplies for the use of the prime contractor. Such 
preferential treatment guarantees prompt handling of defense orders. 

The defense materials system, operated by the Department of 
Commerce under a delegation of title I authority, involves the deter- 
mination of requirements, the application of priorities, and the 
submission of reports. It requires producers of basic forms and 
shapes of steel, copper, aluminum, and nickel alloys to set aside certain 
percentages of their production for the filling of identified defense 
orders. 

This device also accomplishes a distribution of defense orders among 
the various producers of those basic items and assures to each producer 
of such materials a large share of his production for supplying his 
customers in the civilian market. 

However, the use of priorities and allocations is limited to assuring 
adequate handling of defense orders. It does not authorize control 
of the distribution of goods in the defense supporting and civilian 
elements of the economy, unless heavy military demand should result 
in significant dislocations in the civilian market to such a degree as 
to create appreciable hardship. 

In addition to usefulness in the conduct of current procurement 
programs the defense materials system provides us with a readiness 
measure of great importance. It is a mechanism-in-being which could 
be quickly expanded in time of mobilization to control all use of these 
materials throughout the economy. 

Title III of the act provides various powers designed to assure pro- 
ductive capacity and supply both for current programs and for the 
development of a mobilization base adequate to an emergency. The 
loan guarantee provisions are useful to the procuring agencies as a 
means of assisting their contractors, particularly smaller contractors, 
to secure working capital and additional equipment needed for the 
performance of defense contracts. 

The other authorities in title II for direct loans, procurement for 
Government use or resale, et cetera, have been used sparingly in recent 
years but have substantial importance as tools to meet new production 
requirements which may result from changing technology and military 
strategy. Accelerated research and development of new weapons may 
in the future require greater production of key materials and the de- 
velopment of new processes requiring such forms of financial assistance 
as are available under title IT1. 
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Although no new procurement contracts under section 303 have been 
entered into for some time, that authority has, among other things, 
brought about an expansion of the metals and minerals industry to 
satisfy the requirements of full mobilization. When the contracts 
were entered into, there were two large defense requirements which 
had to be met: those arising from the Korean emergency, and unfilled 
stockpile objectives needed to meet full mobilization. 

At that time stockpile objectives were computed on the basis of 
providing for a 5-year war. In the recent past, due primarily to 
changes in weapons systems, the 5-year mobilization planning period 
has been reduced to 3 years. This cutback automatically resulted in 
the Government being overcommitted for the acquisition of strategic 
and critical materials and resulted in surpluses which generally would 
not have been generated under the 5-year emergency planning. 

The primary device for bringing about desired expansions of capac- 
ity consisted of a type of contract which assured a producer that any 
increased production during a stated period that he was unable to 
market would be purchased by the Government. Procurement of 
durable materials was preferred to the construction of Government 
plants on which large losses might be incurred. 

As a consequence of the cutback in the planning period and the 
economic recession of a few years ago, producers have “put” sub- 
stantial quantities of strategic and critical materials to the Govern- 
ment. As of March 31, 1960, there was approximately $900 million 
worth in the Defense Production Act inventory. 

Because of the ample production of most metals during the last 
few years, the Government has had no alternative but to hold on to 
these inventories. Current policy calls for disposing of excess inven- 
tories in an orderly manner. 

The extent of the disposals will depend on the capability of the 
market to absorb the materials. It should be pointed out also that 
we are conducting a study to determine what materials requirements 
would be in the event of a nuclear attack on the United States. 

In order to avoid the possibility of having to buy back materials 
after such requirements are computed, it has been determined that 
generally materials will be retained to meet the normal requirements 
of industry for a full 6-month period. 

Besides being a necessary measure of preparedness in the light of 
world conditions, the continuation of title II] authority is necessary 
to provide a tool for overcoming defense deficits as they develop, and 
the flexibility required in the management of the inventories which 
have already been acquired. 

Title VII of the act contains various general provisions and au- 
thorities in support of those in the other two titles. Of great im- 

ortance among these is the voluntary agreement authority (sec. 708). 

his makes possible the use of the joint experinece of defense con- 
tractors in improving and speeding the output of weapons through 
integration committees in which technical advances and know-how 
can be shared without danger of violating the antitrust laws. A 
number of existing integration committees of the Department of the 
Army depend upon this authority, and the development of new 
weapons will no doubt give rise to a need for others. 

Of importance, too, is the authority provided by section 710(e) to 
train a reserve of officials capable of filling the many executive posi- 
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tions in Government which would be required in time of mobilization. 
The executive reserve program has been adopted by 16 Government 
departments and agencies which have enrolled over 2,000 reservists 
under this authority and more will undoubtedly be added as the field 
programs are developed in the States. 

he three titles referred to make up the Defense Production Act as 
most recently extended in 1958 to June 30, 1960. It is submitted 
that the continuing defense program requires the extension of the act 
for an additional period of 2 years. 

Thank you. 

Mr. Spence. The administration recommends that the act be ex- 
tended for 2 years? 

Mr. Pricer. Yes, sir. 

Mr. Spence. Is it the opinion of the administration that the act is 
entirely satisfactory? Do you have any suggestions as to any 
amendment? 

Mr. Price. Mr. Chairman, I have with me Mr. Charles Kendall 
who is General Counsel of OCDM, and I would refer to him for the 
answer to that question. 

Mr. Kenpauu. Mr. Chairman. 

Mr. Spence. Mr. Kendall. 

Mr. Kenpauu. We have no amendments that we would urge at 
this point in time. The Congress apparently will leave fairly early 
this year, and we respect the opinion of the chairman that an extension 
of the act would be as much as could be expected at this time. 

We did send to the Speaker of the House and the President of the 
Senate a few minor amendments, and we will probably request them 
again next year. 

Mr. Spence. But you don’t urge them? 

Mr. Kenpauu. We are not urging them today. 

Mr. Spence. We will conclude the hearings and go into executive 
session. 

We thank you gentlemen for coming. We appreciate having your 
views. I am sure the committee will act on them. 

Mr. Price. Thank you, Mr. Chairman. We appreciate the 
opportunity of being here. 

(The following letters have been submitted to the subcommittee.) 

THE AMERICAN BANKERS ASSOCIATION, 
Washington, D.C., May 25, 1960 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 


Dear Mr. Spence: In connection with the consideration by the Committee 
on Banking and Currency of H.R. 12052, which would extend for 2 years the 
Defense Production Act of 1950, as amended, I wish to submit this statement of 
the views of the American Bankers Association. 

The association is particularly interested in section 301 of the act which author- 
izes certain departments of the U.S. Government to guarantee, in whole or in 
part, any public or private financing institution against loss of principal or interest 
on loans made to private contractors, subcontractors, and others in connection 
with the performance or termination of defense contracts. This financing 
program, known as the V-loan program, was in effect during World War II and 
was reactivated in 1950. It has enabled contractors and subcontractors, both 
large and small, with the necessary production ‘‘know-how,” but with limited 
financial resources, to obtain financing needed tor the performance of Government 
procurement contracts. 

This program has relieved the Government of the burden of defense financing 
and the costs incident thereto. The Department of Defense has had a net profit 





Hi 
N 


mi 


on 
au 
pr 
wl 
of 


to 
pe 


mm: 


ex 
pc 
ne 
an 
ac 


cu 


ar 
les 


he 


Se 





2 oF 


ct — PD 


Ss 


u 
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from guarantee and commitment fees and interest received by it in connection 
with the V-loan program from 1950 to date. 

We feel that the V-loan program has made an important contribution to the 
national defense procurement program. We urge, therefore, that favorable 
consideration be given to H.R. 12052 so that the continuance for an additiona 
2 years of the guarantee authority under section 301 of the Defense Productiol 
Act of 1950, as amended, will be assured. 

Yours sincerely, 
J. Ouney Brort, General Counsel. 


CHAMBER OF COMMERCE OF THE UNITED STaTEs 
Washington, D.C., May 25, 1960, 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
New House Office Building, Washington, D.C. 

Dear Mr. Spence: The Chamber of Commerce of the United States recom- 
mends extension of the Defense Production Act to June 30, 1962, as proposed in 
H.R. 12052, on which your committee is holding hearings. 

Extension of the Defense Production Act, which the chamber has supported 
on three previous occasions, is essential because it provides the basie statutory 
authority under which the Federal Government conducts part of its stockpiling 
program and many mobilization planning programs, such as advance planning for 
whatever system of priorities and allocations may become necessary in the event 
of a new national emergency. 

The chamber further suggests that your committee give favorable consideration 
to amending the Defense Production Act to give the Office of Civil and Defense 
Mobilization and the General Services Administration greater flexibility than is 
permissible under existing laws, in managing the more than $8 billion worth of 
materials in our six stockpiling programs. 

As Civil and Defense Mobilization Director Leo Hoegh pointed out in testimony 
to the Joint Committee on Defense Production, it is extremely difficult, under 
existing statutes, to take advantage of favorable market conditions for the dis- 
posal of stockpiled materials that may be in excess of requirements or no longer 
needed. He said legislation to take care of this situation was being prepared 
and would be submitted to this session of Congress, but there has been no such 
action to date. 

The chamber recommends that any such legislation— 

1. Consolidate the six currently authorized stockpile programs into two 
accounts: 

(a) A strategic stockpile consisting of materials in readily usable form 
not in excess of stockpile objectives and subject to the same restrictions 
and conditions as in Public Law 520, 79th Congress, which governs the 
current national stockpile program. 

(b) A reserve account of materials declared in excess of objectives. 

2. Require the maintenance and utilization of indusury advisory com- 
mittees in the establishment and adjustment of stockpile objectives and in 
the disposal of stockpile reserves. 

3. Authorize the Office of Civil and Defense Mobilization, after consulta- 
tion with industry advisory committees, to submit to Congress proposals 
for the disposal of certain materials in the reserve account in a manner and 
amounts that will not disrupt the industry affected. These proposals would 
become effective after not less than 30 days or more than 60 days of legislative 
session, unless opposed by resolution approved by either the House or Senate. 

The committee should also explore the relationship, or lack of it, between 
current and foreseeable defense requirements and our various stockpile objectives. 
It should make certain that these objectives are determined by the agencies that 
are primarily responsible for our national security and that they are reviewed not 
less than once a year. 

I would appreciate your making this letter a part of the record of your current 
hearings on H.R. 12052. 

Cordially yours, 

CLARENCE R. MIs, 
Manager, Legislative Department. 


(Whereupon, at 10:28 a.m., the committee went into executive 
Session. ) 
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